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CHAPTER 1 
 
 
 
 
PROJECT OVERVIEW  
 
 
 
 
1.1 Introduction 
 
 
 Service quality is a concept that has aroused considerable interest and debate 
in the research literature because of the difficulties in both defining it and measuring 
it with no overall consensus emerging on either. Research has shown that high 
service quality contribute significantly to profitability. 
  
Service quality is about ensuring customers, both internal and external, get 
what they want. Customer satisfaction is the feeling or attitude of a customer towards 
a product or service after it has been used. Satisfaction and service quality are often 
treated together as functions of customer’s perceptions and expectations. Customer 
satisfaction is determined by defining customer perceptions of quality, expectations, 
and preferences. 
 
Always there exists an important question: why should service quality be 
measured? Measurement allows for comparison before and after changes, for the 
location of quality related problems and for the establishment of clear standards for 
service delivery. In search of competitive advantage, both practitioners and 
academics are keen on accurately measuring service quality in order to better 
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understanding its essential antecedent and consequences, and ultimately establish 
methods for improving and measuring service quality.  
 
In this paper we start with the concept of service quality, customer 
satisfaction and followed by study on different models of measuring service quality 
while focusing mostly on SERVQUAL approach, which is the most common method 
for measuring service quality. The purpose of the research is to find the most 
important service quality dimensions that affect customer satisfaction in online 
purchasing in Iran. Since SERVQUAL model is founded a comprehensive method, 
we are going to adopt and deploy it to encompass various aspects of service quality 
in relation to the online shops in Iran. Besides, a questionnaire has been designed 
based on literature in order to examine all service quality dimensions in SERVQUAL 
model. 
 
 
 
 
1.2 Background of Problem 
 
 
The background of the research area is provided in this section. It contains 
the general idea of e-commerce, online retailing, customer satisfaction and service 
quality.  This section also describes the importance of service quality and its 
relationship with customer satisfaction. Then, the problem area will be next 
discussed to provide a deeper understanding about the research area for reader. The 
problem discussions end with a problem statement, project objectives and project 
scopes. In the end of this chapter the contribution of this research is also presented.   
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1.2.1 E-Commerce 
 
 
There are many definitions for e-commerce. What Vladimir Zwass in 1996 
believed is: "Electronic commerce is the sharing of business information, 
maintaining business relationships, and conducting business transactions by means of 
telecommunications networks". Is not very far from what Jelassi in 2005 said: 
"Electronic commerce, or e-commerce, is more specific than e-business and can be 
thought of as a subset of it. Electronic commerce deals with the facilitation of 
transactions and selling of products and services online, i.e. via the Internet or any 
other telecommunications network" (Tawfik Jelassi & Albrecht Enders, 2005). This 
was an academic definition for e-commerce, what practitioners believe is: "E-
commerce is often referred to as e-business and it is generally classified into four 
types: B2B: business-to-business; B2C: business-to-consumer; C2C: Consumer-2-
Consumer; C2B: consumer-to-business" (Christian N.Madu and Assumpta A. Madu,  
2002). 
 
According to the Forrester, the research organization (www.forrester.com), 
the fast growth of e-commerce in the developed countries and the value added which 
they gain through it; woke up the lagged countries completely and make them revise 
their marketing and commerce strategies; in order to compete in the world markets.  
 
 
 
 
1.2.2 Online Retailing 
 
 
We are witnessing the fast growth of e-retailers all around the world. Despite 
of many online visitors, most of them just try to find more information instead of 
purchasing online. These websites are essential e-CRM (Customer Relationship 
Management) tools for retailers in order to survive in this competitive market, add-
value services are needed to keep differentiation with the rivals. 
After emerging of e-commerce many firms start-up their websites to be the 
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pioneers in this field, but during the mid-2000 many bubbles burst. Story of survived 
companies would lead us to better understanding of their strengths and powers. Larry 
Freed has provided an Internet Retailer’s list of top 40 Retailers by sales volume in 
Table 1.1 which shows whose online revenue was greater in 2004 (Larry Freed, 
ForeSee Results, Spring 2005). Customers are lifeblood of an organization, so their 
satisfaction is the top goals of the firms. In table 1.1 top 40 e-retailers are ranked by 
their satisfaction score.  
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Table 1.1: Top 40 E-retailers according to their satisfaction score 
 
 
Source: Larry Freed, 2005  
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From table 1.1 it is understood that amazon.com, had the greatest volume of 
online sales in 2004, dell.com and officedepot.com are in the second and third 
positions respectively.  
 
Companies could not follow constant rules to be successful in online markets. 
There is not a list of actions that lead companies to more profit or more customer 
satisfaction. Goods are mostly available with good qualities, prices are very 
competitive nowadays, so being the best in the market and remaining in that place is 
not easily possible. Innovative strategies should be taken for customer relationships, 
web site designing, after sales service and so on to survive in cyber markets. 
 
Richard A. Feinberg, and Rajesh Kadam and Leigh Hokama, have provided 
top 100 online retailers in 2002. Netflix.com considered as the best firm which 
satisfied its customers more than others while amazon.com gained highest volume 
revenue in 2004. "Netflix launched its movie rental service in 1999 with the goal of 
using the DVD format and the Internet to make it easier for people to find and get 
movies they will enjoy" (Netflix.com, 2005-09-29). What is amazing here is that 
Netflix.com is not mentioned in top 100 e-retailers in 2002 and suddenly it exceeds 
amazon.com in customer satisfaction in 2004. This shows how e-markets are 
competitive and even pioneer companies should be aware of new comers.  
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1.2.3 Customer Satisfaction 
 
 
To understand the importance of customer satisfaction, consider these facts: 
customers with problems usually don't react and only 4% of them complain; 
normally a person with problem tells 9 other people about it; while satisfied 
customers tell 5 other people about their good experiment; keeping a current 
customer costs about 1/7 of the cost of acquiring a new customer; retaining a current 
employee costs one tenth of hiring and training a new one. 
 
These facts; highlights the crucial role of satisfying customers which brings 
employee satisfaction; hence, the profit maximization of the company. 
 
Therefore, organizations need to understand that to what extend their 
customers would be satisfy. Customer satisfaction in marketing context has specific 
meanings: Anders Gustafsson, Michael D. Johnson, & Inger Roos (2005) brought 
customer satisfaction definition as customer's overall evaluation of the date.  This 
satisfaction has positive influences on retaining customers among different variety of 
services and products. In service based enterprises; service quality directly affects 
customer satisfaction. Ingrid FecÏikovaÂ, (2004) interpreted satisfaction as a feeling 
which results from a process of evaluating what was received against that  expected, 
the purchase decision itself and/or the fulfillment of needs/want. 
 
Satisfaction refers to achieving the things we want. If satisfaction interprets 
as "not going wrong" the firm should decrease complaint which by its own is not 
sufficient. In order to satisfy customers, company should improve its services and 
products. Customers with less expectation are more satisfied: companies by adding 
innovative features would easily increase customer satisfaction. In contrast, when 
customers are unaware of improvements but critical of losses in existing quality are 
less satisfied and expect more.  
 
One of the main ingredients of success in the market place is customer 
satisfaction. Jochen Wirtz (2003) listed the results of customer satisfaction as 
follows: repeat purchase; loyalty; positive word-of-mouth and increased long term 
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profitability.  
 
Therefore, companies should measure their customers' satisfaction to fortify 
their strengths and improve their weaknesses.  
 
 
 
 
1.2.4 Service Quality 
 
 
A conceptual model of service quality through empirical research developed 
by Parasuraman et al. (1985). The model highlights the following five service quality 
gaps: 
 
     (1) Gap1: Consumer expectations _management perceptions of consumer 
expectations.  
     (2) Gap 2: Management perceptions of consumer expectations _ service quality 
specifications actually set.  
     (3) Gap 3: Service quality specifications _ actual service delivery.  
     (4) Gap 4: Actual service delivery _ external communications about service.  
     (5) Gap 5: The final gap is the result of the four other gaps. (J. Cox and  
        B.G. Dale, 2001)  
 
Figure 1.1 shows these 5 gaps in the conceptual model of service quality.  
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Figure 1.1: A conceptual model of service quality 
Source: Parasuraman et. al., 1985 
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1.2.5 Problem Discussion 
 
 
Although the internet channel increasingly has been used by many online 
shops; but many online retailers are shut down. In a competitive market place 
understanding customer’s needs become crucial. Therefore, companies have moved 
from a product-centric to a customer-centric position. Customer retention is directly 
influenced by customer satisfaction. Retention is a major challenge particularly in 
internet based services, as customers can easily switch from one service provider to 
another at low cost (Khalifa and Liu, 2003). Considering the high costs of acquiring 
new customers and the apparently high customer turn over of many online services, 
it is very important to study the determinants of customer satisfaction (Van Rie, 
Lijander & Jurriens 2001).  
 
Customer satisfaction is the key factor determining how successful the 
organization will be in customer relationships (Reichheld, 1996); therefore it is very 
important to measure it. Total quality management (TQM) is based on the idea of 
customer satisfaction - a management approach of an organization centered on 
quality, based on the participation of all its members and aiming at long-term success 
through customer satisfaction and benefits to all members of the organization and to 
society (ISO 8402). The achievement of true customer satisfaction involves: 
customer oriented culture; an organization that centers on the customer; employee 
empowerment; process ownership; team building; and partnering with customers and 
suppliers. 
 
In the other words:  
 
• improvement of the firm’s reputation and image;   
• reduction of customer turnover; increased attention to customer needs in 
TQM planning;   
• reduction of marketing costs and, vice versa, lower transaction costs;   
• reduction of costs related to product/service failures;  
• and, lastly, increased satisfaction among personnel and greater stability of 
the workforce. (David M. Szymansk, 2000)  
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There are several benefits for quality to be found via market research, 
particularly in measuring the satisfaction levels of current customers, determining 
customer needs for product development, and analyzing customer retention and 
loyalty.  To better manage customer satisfaction, firms spend millions on effectively 
tracking the methods that guarantee customer satisfaction, because the quantitative 
measurement of customer satisfaction is a great help for comprehensively measuring 
the effect of product quality on customer behavior. 
 
As what “Ingrid FecÏikovaÂ, 2004” illustrates in Figure 1.2; Customer 
satisfaction as discussed above leads to profitability and service quality is the main 
factor of it, especially in online trading, so it is clear that service quality indirectly 
affects the stakeholders’ benefits.  
 
 
 
 
Figure 1.2: Dependence between quality, satisfaction and profitability 
Source: Ingrid FecÏikovaÂ, 2004 
 
 
For keeping online retailers alive with logical profits; retaining customers 
must be the foremost aim. Customer satisfaction, as we discussed before, has the 
most important effect on customer stickiness and in order to narrowing down we 
focus on service quality as one of the customer satisfaction’s factors. 
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1.3 Problem Statement 
 
 
 Based on the problem background the following research questions have been 
derived:  
 
1. What are the most important service quality factors in online shopping 
through Iranian perspective? 
2. How to measure service quality in online shopping? 
3. What is the satisfaction level of current customers in online shopping in Iran? 
4. What are the customers’ needs in online shopping in Iran? 
 
 
 
 
1.4 Project Objectives 
 
 
There are a few objectives of this project that has been identified which are as 
the following: 
 
1. To study the importance and impact of service quality and customer 
satisfaction in online shopping. 
2. To find the most important dimensions of service quality that affect customer 
satisfaction in online shopping in Iran.   
3. To measure the satisfaction level of current customer in online shopping in 
Iran. 
4. To determine the customers’ need in online shopping in Iran.  
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1.5 Project Scope 
 
 
Since the aspects of chosen problem area are many, the researcher has tried to 
narrow down the focus. The aim of the research is to find the most important service 
quality dimensions that affect customer satisfaction in online purchasing in Iran. In 
the literature part, we will introduce theories related to service quality and customer 
satisfaction in order to give a clear idea about the specific area to the reader and to 
explain the proper context of the study. The project scopes that have been identified 
are as follows: 
 
1. Find the most important service quality dimensions that affect customer 
satisfaction in online shopping in Iran 
2. Focus on customer (not provider) and the gap between expected service and 
perceived service. 
3. This research will use the SERVQUAL model for measuring service quality. 
4. Conducting survey and questionnaires as data collection methods. 
5. The findings of this research are mostly useful for those managers, web 
designers, etc. who intend to penetrate the Iranian market with least cost, time 
and energy. 
 
 
 
 
1.6 Importance of Project 
 
 
In the last few years, a significant growth has been noticed in the Internet- 
based services in the pure Internet businesses as well as the traditional enterprises, 
which are developing their online services. Considering the high costs of acquiring 
new customers and the apparently high customer turn over of many online services, 
it is very important to study the determinants of customer satisfaction. Customer 
satisfaction is the key factor determining how successful the organization will be in 
customer relationships; therefore it is very important to measure it. In order to 
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narrowing down the research, we focus on service quality as one of the customer 
satisfaction’s factors. The purpose of the research is to rank the service quality 
factors and to find the most important service quality dimensions that affect customer 
satisfaction in online purchasing in Iran. The findings of this research are mostly 
useful to those (managers, web designers, etc.) who intend to penetrate the Iranian 
market with least cost, time and energy. The results indicate the most important web 
quality factors through Iranian online shoppers’ perspective.  
 
 
 
 
1.7 Chapter Summary 
 
 
 As a conclusion, in this chapter we explained brief ideas and current issues 
related to the project. The main propose of this research is to determine the most 
important dimension of service quality that affect customer satisfaction in online 
purchasing in Iran. The problem background, project statements, objectives and 
scopes of the project have been discussed in this chapter. Having the overview about 
the project statement and problem background, we will focus on literature reviews 
that related to this research in next chapter. This research is organized as follows: In 
chapter two theories and previews studies related to the topic will be presented. 
Methodology is fully brought in chapter three which would be ended by frame of 
reference that shows the exact road map of the study. Chapter four presents the data 
which is gathered through the online survey. And last but certainly not least, chapter 
five is about the data analyzing and will be finished by conclusion and further 
studies.   
 
